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20. 	 Education or training costs, for provider staff, which exceed the 
provider 's approved budget costs. 

21. Employee benefits not offeredto all full-time employees. 


22.  Entertainment costs. 

23. Equipment costs for any equipment, whether owned
or leased, not 

exclusively used by the facility except to the extent that the facility 

demonstrates to the satisfaction
of the department that any particular use 

of the equipment was related to client services. Equipment used for
. 

client services, other than developmental disabilities contract services, 

will be allocated by time studies, mileage, client census, percentage
of 

total operational costs, or otherwise as determined appropriate by the 

department. 


2 4 .  	 Expense or liabilities established through or under threat of litigation 
against the stateof North Dakota or any of its agencies; provided, that 

reasonable insurance expense shall not be limited by this subsection. 


2 5 .  Federal and other governmental income taxes. 

2 6 .  	 Fringe benefits exclusiveof Federal Insurance Contributions Act, 
unemployment insurance, medical insurance, workers compensation, 
retirement, and other benefits which have received written prior approval 
of the department. 

27. 	 Fundraising costs, including salaries, advertising, promotional, or 

a
publicity costs incurred for such purpose. 


28. Funeral and cemetery expenses. 


29. goodwill11. 


30. Home office costs when unallowable
if incurred by facilities ina chain 

organization. 


31. Housekeeping staff or services costs. 


32. 	 In-state travel not directly related to industry conferences, state or 

federally sponsored activities, or client services. 


33. Interest cost related to money borrowed for funding depreciation. 


3 4 .  	 Items or services, such as telephone, television, and radio, which are 
located ina client's room and which are furnished solely for the 
convenience of the clients. 

35. Key man insurance. 
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36. L a b o r a t o r ys a l a r i e sa n ds u p p l i e s .  

37. 	 S t a f f  m a t r i c u l a t i o n  f e e s  a n df e e s  a s s o c i a t e d  w i t h  t h e  g r a n t i n g  o f  c o l l e g e  
c r e d i t .  

38. M e a l sa n df o o ds e r v i c ei nd a ys e r v i c ep r o g r a m s .  

39. 	 Membershipfees o r  dues f o rp r o f e s s i o n a lo r g a n i z a t i o n se x c e e d i n gf i v e  
h u n d r e d  d o l l a r s  i n  a n y  f i s c a l  y e a r .  

40. M i s c e l l a n e o u se x p e n s e sn o tr e l a t e d  t o  c l i e n t  s e r v i c e s .  

41. 	 O u t - o f - s t a t e  t r a v e l  e x p e n s e  w h i c h  i s  n o t  d i r e c t l y  r e l a t e d  t o  c l i e n t  
s e r v i c e s  o r  w h i c h  h a s  n o t  r e c e i v e d  w r i t t e n  p r i o r  a p p r o v a l  b y  t h e  
depar tment .  

42. 	 a.  Except  a s  p r o v i d e di ns u b d i v i s i o n s  b, c,and d payments t o  members o f  
t h e  g o v e r n i n g  b o a r d  o f  t h e  p r o v i d e r ,  t h e  g o v e r n i n g  b o a r d  o f  a r e l a t e d  
o r g a n i z a t i o n ,  o r  f a m i l i e s  o f  members o ft h o s eg o v e r n i n gb o a r d s ,  
inc lud ingspousesandpersons  i n  t h e  ‘ f o l l o w i n g  r e l a t i o n s h i p  t o  t h o s e  
members o r  t o  spouses o ft h o s e  members: p a r e n t ,s t e p p a r e n t ,c h i l d ,  
s tepch i l d ,g randparen t ,s tep -g randparen t ,g randch i l d ,  
s t e p - g r a n d c h i l d ,b r o t h e r ,s i s t e r ,h a l fb r o t h e r ,h a l fs i s t e r ,  
s t e p b r o t h e r ,a n ds t e p s i s t e r .  

b. 	 Payments made t o  a member o f  t h e  g o v e r n i n g  b o a r d  o f  t h e  p r o v i d e r  t o  
r e i m b u r s et h a t  member f o rr e a s o n a b l ea n da c t u a le x p e n s e si n c u r r e db y  
t h a t  member i n  t h e  c o n d u c t  o f  t h e  p r o v i d e r ’ s  b u s i n e s s  may bea l l owed .  

C .  	 Payments f o r  a s e r v i c eo rp r o d u c tu n a v a i l a b l ef r o ma n o t h e rs o u r c ea t  
a l o w e r  c o s t  may b e  a l l o w e d  e x c e p t  t h a t  t h i s  s u b d i v i s i o n  may n o tb e  
c o n s t r u e dt op e r m i tt h ee m p l o y m e n to fa n yp e r s o nd e s c r i b e di n  
s u b d i v i s i o n  a e x c e p ta sp r o v i d e di ns u b d i v i s i o n  d. 

d .  	 F o r - p r o f i t  o r g a n i z a t i o n s  may compensatework ingownersandfami ly  
members d e s c r i b e d  i n  s u b d i v i s i o n  a f o rt i m ew o r k e do nb e h a l fo ft h e  
o r g a n i z a t i o n .  

(1) 	 Theamount o ft o t a la n n u a lc o m p e n s a t i o na l l o w e df o ra no w n e ro r  
o w n e r s  a c t i n g  i n  a n  e x e c u t i v e  o r  a d m i n i s t r a t i v e  c a p a c i t y  i s  
l i m i t e d  a s  f o l l o w s :  

(a )  Number o f  S e r v e dC l i e n t s  C o m p e n s a t i o n  L imi t  
$25 1-15 ,000 

$35, 16-30 000 
31-45 $45,000 
46+ $50,000 

TN No. ‘7 ‘5.-[/‘ 
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(b) 	 Thecompensation 1liitt i n  subparagraph(a)  i s  t h e  
l i m i t a t i o n  on theaggrega tecompensa t iona l l ocab le  t o  N o r t h  
D a k o t a  f a c i l i t i e s  o f  a l l  owners i n  anyone y e a r  r e g a r d l e s s  
o f  t h e  number o f  o w n e r sp e r f o r m i n gw o r kf o rt h e  
o r g a n i z a t i o n .  

( c )T o t a lc o m p e n s a t i o nf o ro w n e r s  who p e r f o r ms e r v i c e sf o r  
f a c i l i t i e s  i n  morethanonesta temustbeprora tedonthe  
b a s i s  o f  i n d i v i d u a l  t i m e  d i s t r i b u t i o n  r e c o r d s .  

(d) 	 The compensation limit i s  i n c l u s i v e  o f  a l l  s a l a r i e s  and 
r e l a t e d  f r i n g e  b e n e f i t s ,  a n d  may n o t  b ec o n s t r u e dt o  be an 
a d d i t i o n  o r  enhancement t o  t h e  b u d g e t .  

(2 )  	 Compensation f o r  a f a m i l y  member w o r k i n gi n  a d i r e c tc a r e ,  
h o u s e k e e p i n g ,m a i n t e n a n c e ,d i e t a r y ,o rc l e r i c a lp o s i t i o ni s  
l i m i t e d  t o  t h e  wage p a i d  t o  a n o n r e l a t e de m p l o y e e ,w i t ht h e  same 
q u a l i f i c a t i o n sa n de x p e r i e n c e ,w o r k i n gi n  a s i m i l a r  j o b  f u n c t i o n  
f o r  t h e  o r g a n i z a t i o n .  

43. 	 P e n a l t i e s ,f i n e s ,a n dr e l a t e di n t e r e s ta n db a n kc h a r g e so t h e rt h a nr e g u l a r  
se rv i cecharges .  

44. purchases.Personal 

45.Pharmacy s a l a r i e s .  

46.  P h y s i c i a na n dd e n t i s ts a l a r i e s .  

47.  	 P r o d u c t i o nc o s t s ,s u c ha st h ec o s to ft h ef i n i s h e d  goods o rp r o d u c t st h a t  
a reassemb led ,a l te red ,o rmod i f i ed ,squarefoo tagetha tthedepar tmen t  
d e t e r m i n e s  i s  p r i m a r i l y  f o r  n o n t r a i n i n g  o r  p r o d u c t i o n  p u r p o s e s ,  and 
p r o p e r t y ,e q u i p m e n t ,s u p p l i e sa n dm a t e r i a l su s e di nn o n f a c i l i t y - b a s e dd a y  
a n d  w o r k  a c t i v i t y .  

and48. R e l i g i o u ss a l a r i e s ,  space, suppl ies.  

49.  	 Salary cos tso femp loyeesde te rm ined  by t h ed e p a r t m e n tt ob ei n a d e q u a t e l y  
t r a i n e d  t o  assume a s s i g n e dr e s p o n s i b i l i t i e s ,b u tw h e r e  an e l e c t i o nh a s  
been made t o  n o t  p a r t i c i p a t e  i n  a p p r o p r i a t e  t r a i n i n g  a p p r o v e d  by t h e  
department.  

50 .Sa la rycos tso femp loyees  who f a i l  t o  meetthefunc t iona lcompetency  
s t a n d a r d s  e s t a b l i s h e do ra p p r o v e d  by thedepar tmen t .  

' 5 1 .T r a v e lo fc l i e n t sv i s i t i n gr e l a t i v e so ra c q u a i n t a n c e si no ro u to fs t a t e .  

52.Travelexpenses i n  e x c e s so fs t a t ea l l o w a n c e s .  

53. expenditures.Undocumented 
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r 54. Valueofdonatedgoodsorservices. 

55. 	 Vehicle and aircraft costs not directly related to provider business or 

client services. 


56. X-ray salaries and supplies. 


Section 14 - Maximum Annual Return on Investment 

For-profit institutions or facilities must be allowed an annual return on 

investment i n  fixed assets based upon the existing debt over the original asset 

cost and must be determined as follows: 


Percent
toReturn
asset 
51% to 80 percent - 2 percentreturnonoriginalcostoffixed 

assets. 
0 to 50 percent - 3 percentreturnonoriginalcostoffixed 

assets. 



b 

the  
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Section 15 - Depreciation 

1. 	 The principles of reimbursement for provider costs require that payment 

for services should include depreciation on depreciable assets that are 

used to provide allowable services to clients. This includes assets that 

may have been fully
or partially depreciatedon the books of the provider, 

but are in use at the time the provider enters the program.
The useful 

lives of such assets are considered to have ended and depreciation
not 

calculated on the revised extended useful life is allowable. Likewise, a 

depreciation allowanceis permitted on assets that are used in a normal 

standby or emergency capacity. Depreciation
is recognized as an 

allocation of the cost of an asset over its estimated useful life. If any 

depreciated assetis sold or disposed of for
an amount in excess of its 

undepreciated value, the excess represents
an overstatement of the cost of 

the asset to the facility. 


2. Depreciation methods are as follows 

a. 	 The straight-line method of depreciation must be used. The method 

and procedure for computing depreciation must be applied
on abasis 

consistent from year to year and detailed schedules
of individual 

assets must be maintained.If the books of account reflect 

depreciation different than that submitted
on the cost report, a 

reconciliation must be prepared. 


b. Depreciation will be computed using a useful life of ten years for 

all items except vehicles, which shall be four years, and buildings, 

which shall be twenty-five years
or more. A different useful life 
may be used; however, when the useful life selected differs 
significantly from that established by the guidelines, the deviation 
must be based on convincing reasons supported by adequate 
documentation, generally describing the realization of some 
unexpected event. 

3 .  Acquisitions are treated as follows: 

a. If a depreciable asset has,at the time of its acquisition,a 

historical cost of at least three hundred dollars, or if it is 

acquired in quantity and the cost of the quantity is at least five 
hundred dollars, its cost must be capitalized and depreciated in 
accordance with subdivision of subsection 2. Cost during the 
construction of an asset, such as architectural, consulting and legal 
fees, interest, etc., should be capitalized as a part of of cost 
the asset. 

b. Major repair and maintenance costs on equipment or buildings must be 

capitalized if they exceed five thousand dollars and will be 

depreciated in accordance with subdivision
b of subsection 2 .  

I . .  . / . .  . . . 
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b 4 .  P r o p e r  a c c o u n t a b i l i t y  t h e  a s s e t sr e c o r d s  will p r o v i d e  f o r  f i x e d  a n d  a1 so 
prov ideadequa te  means by wh ichdeprec ia t ioncanbecomputedand 
e s t a b l i s h e d  a s  a n  a l l o w a b l e  c l i e n t - r e l a t e d  c o s t .  

5. The b a s i sf o rd e p r e c i a t i o ni sa sf o l l o w s :  

a .  The amount o f  h i s t o r i c a lc o s t s  s h a l l  n o t  exceed the  l o w e r  o f :  

(1) C u r r e n tr e p r o d u c t i o nc o s t sl e s ss t r a i g h t - l i n ed e p r e c i a t i o no v e r  
t h e  l i f e  o f  t h e  a s s e t  t o  t h e  t i m e  o f  purchase; o r  

(2 )  F a i rm a r k e tv a l u ea tt h et i m eo fp u r c h a s e .  

I n  t h e  c a s e  o f  a t r a d e - i n ,  t h e  h i s t o r i c a l  c o s t  will c o n s i s t  o f  t h e  
sum o f  t h e  b o o k  v a l u e  o f  t h e  t r a d e - i n  p l u s  t h ec a s h  p a i d .  

b .Fordeprec ia t ionandre imbursementpurposes ,donateddeprec iab le  
a s s e t s  may b e  r e c o r d e d  a n d  d e p r e c i a t e d  b a s e d  o n  t h e i r  f a i r  m a r k e t  
v a l u e .I nt h ec a s ew h e r et h ep r o v i d e r ' sr e c o r d sd on o tc o n t a i nt h e  
f a i r  m a r k e t  v a l u e  o f  t hedona tedasse t ,as  o f  t h e  date o f  t h e  
dona t ion ,anappra i sa lmus tbe  made. An a p p r a i s a l  made b y  a 
r e c o g n i z e da p p r a i s a le x p e r t  will b ea c c e p t e df o rd e p r e c i a t i o n .  

c .  	 No p r o v i s i o ns h a l lb e  made f o ri n c r e a s e dc o s t sd u e  t o  t h es a l eo f  a 
f a c i  1facility 

6 .  	 P r o v i d e r sw h i c hf i n a n c ef a c i l i t i e sp u r s u a n tt oN o r t hD a k o t aC e n t u r y  Code 
c h a p t e r6 - 0 9 . 6 ,s u b j e c tt ot h ea p p r o v a lo ft h ed e p a r t m e n t ,  may e l e c t  t o  b e  
re imbursedbaseduponthemor tgagepr inc ip lepaymen tsra the rthan  
d e p r e c i a t i o n .  Once an e l e c t i o n  i s  made by t h ep r o v i d e r ,  it may no tbe  
changed w i thout  depar tmentapprova l .  

7 .  R e c a p t u r eo fd e p r e c i a t i o n  

a .  	 A t  a n yt i m et h a tt h eo p e r a t o r so f  a f a c i l i t y  s e l l  a na s s e t ,o r  
o t h e r w i s er e m o v et h a ta s s e tf r o ms e r v i c ei no rt ot h ef a c i l i t y ,a n y  
d e p r e c i a t i o nc o s t sa s s e r t e da f t e rJ u n e  1, 1984, wi th r e s p e c t  t o  t h a t  
a s s e t ,  a r e  s u b j e c t  t o  r e c a p t u r e  t o  t h e  e x t e n t  t h a t  t h e  s a l e  o r  
d i s p o s a lp r i c ee x c e e d st h eu n d e p r e c i a t e dv a l u ee x c e p ta sp r o v i d e di n  
paragraphs (1) and ( 2 ) .  I f  t h ed e p a r t m e n td e t e r m i n e st h a t  a s a l eo r  
d i s p o s a l  was made t o  a r e l a t e d  p a r t y ,  o r  i f  a f a c i l i t y  t e r m i n a t e s  
p a r t i c i p a t i o n  a s  a p r o v i d e r  o f  s e r v i c e s  i n  a departmentprogram,any 
d e p r e c i a t i o nc o s t sa s s e r t e da f t e rJ u n e  1, 1984, w i t h  r e s p e c t  t o  t h a t  
a s s e t  o r  f a c i l i t y ,  a r e  s u b j e c t  t o  r e c a p t u r e  t o  t h e  e x t e n t  t h a t  t h e  
f a i r  m a r k e t  v a l u e  o f  t h e  a s s e t  o r  f a c i l i t y  e x c e e d s  t h e  d e p r e c i a t e d  
Val  value 

(1) 	 I f  a f a c i l i t y  hasbeenowned f o rt w e n t yy e a r so rl o n g e r ,t h e r e  
may b en or e c a p t u r e  o f  d e p r e c i a t i o n ;  o r  

Approval  D a t e  f l ' ? / L /  [75-Supersedes Date c 5 / J  V/?L E f f e c t i v e  
TN NO.  91-01 
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( 2 )  	 I f  a f a c i l i t y  hasbeen owned f o r  morethantenyears  but l e s s  
t h a nt w e n t yy e a r s ,t h ed e p r e c i a t i o nr e c a p t u r ea m o u n tm u s tb e  
reduced by t e np e r c e n tt i m e st h e  number o f  y e a r s  t h e  f a c i l i t y  i s  
owned a f t e r  t h e  t e n t h  y e a r .  

TN No. q
, 
.; . I'1 L' 
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b. 	 The seller and the purchaser may, by agreement, determine which shall 

pay the recaptured depreciation. If the parties to thesale do not 

inform the department of their agreement, the department will offset 

the amount of depreciation to be recaptured against any amounts owed, 

or to be owed, by the department to theseller and buyer. The 

department will first exercise the offset against the seller, and 

shall only exercise the offset against the buyer to theextent that 

the seller has failed to repay the amount of therecaptured 

depreciation. 


Section 16 - Interest Expense 

1. In general: 


a. To be allowable under the program, interest must be: 


(1) 	 Supported by evidenceof .an agreement that funds were borrowed 

and that payment of interest and repayment of thefunds are 

required; 


(2) Identifiable in the provider's accounting records.; 


(3) Related to thereporting period in which the costs are incurred; 


( 4 )  	Necessary and proper for the operation, maintenance, or 
acquisition of theprovider's facilities used therein; 

(5) 	 Unrelated to funds borrowed to purchase assets in excess of cost 

or fair market value; and 


(6) 	When representative of borrowing for the purpose of making 

capital expenditures for assets that were owned by any other 

hospital, facility, or serviceprovider on or after July 18, 

1984, limited to that amount of interest cost which such 

hospital, facility, or service provider may have reported, for 

ratesetting purposes, had the asset undergone neither 

refinancing nor a change of ownership. 


b. 	 In suchcases where it was necessary to issue bonds for financing, 

any bond premium or discount shall be accounted for and written off 

over thelife of thebond issue. 
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2 .  	 Interest paid by the provider to partners, stockholders,or related 
asorganizations of the provider is .not allowablea cost except when 


interest expenseis incurred subjectto North Dakota Century Code chapter 

6-09-6. 


3 .  	 A provider may combineor "pool" various funds in order to maximize the 
return on investment. Where funds arepooled, proper records must be 
maintained to preserve the identityof each fund in order to permit the 

earned incometo be relatedto its source. Income earnedon gifts and 

grants does not reduce allowable interest expense. 


4 .  Funded depreciation requirements are as follows: 

a. Funding of depreciation is the practice of setting aside cash
or 

other liquid assetsto be used for replacement of the assets 

depreciated or for other capital purposes. The deposits are, in 

effect, made from the cash generated by the noncash expense 

depreciation. 


b. 	 Deposits to the funded depreciation account are generally in an 

amount equal to the depreciation expense charged to costs each year. 

In orderto qualify for all provisions of funding depreciation,
the 

minimum deposits to the account must be fifty percent of the 

depreciation expensed that year. Deposits in excess
of accumulated 
depreciation are allowable; however, the interest income generated by 
the "extra" deposits will be considereda asreduction of allowable 
interest expense. This provision is recommendedas a means of 
conserving funds for the replacementof depreciable assets. It is 

expected that the funds will be invested
to earn revenues. The 

revenues generated by this investment will not be considereda as 

reduction of allowable interest expense provided such revenues remain 

in the fund. 


c, 	 Monthly or annual deposits representing depreciation must be in the 

funded depreciation account for six months or more to be considered 

as valid funding transactions. Deposits of less than six months are 

not eligible for the benefits of a funded depreciation account. 

However, if deposits invested before the six-month period remain in 

the account after the six-month period, the investment income for the 

entire period will not reduce the allowable interest expensed in that 

period. Total funded depreciation in excess
of accumulated 

depreciation on client-related assets will be considered as ordinary 

investments and the income therefrom will be used
to offset interest 

expense. 


d. Withdrawals for the acquisition of capital assets, the payment of 

mortgage principalon these assets and for other capital expenditures 

are on a first-in, first-out basis. 
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e. 	 The provider may not use the funds in the funded depreciation account 

for purposes other thanthe improvement, replacement, or expansion of 

facilities or equipment replacement or acquisition related to client 

services. 


f. 	 Existing funded depreciation accounts must be used for all capital 

outlays in excess of three hundred dollars except with regard to 

those assets purchased exclusivelywith donated funds or from the 

operating fund, provided no amount was borrowed to complete the 

purchase. Should funds be borrowed, or other provisions not be met, 

the entire interest for the funded depreciation income account will 

be offset up to the entire interest expense paid by the facility for 

the yearin question. 


Section 17 - Related Organization 

1. 	 Costs applicable to services, facilities and supplies furnished to a 
provider by a related organization shall not exceed the lower of thecost 
to therelated organization or the price of comparable services, 
facilities, or supplies purchased elsewhere primarilyin the local 
market. Providers must identify such related organizations and costs in 
the cost report. An appropriate statement of cost and allocations must be 
submitted with the cost report. For cost reporting purposes, management 
fees will beconsidered administrative costs. 

2. 	 A chain organization consists of a group of two ormore service providers 

which are Owned, leased, or through any other device, controlledby one 

business entity. 


3. 	 Home offices of chain organizations vary greatly in size, number of 

locations, staff, mode of operations, and services furnished to their 

member facilities. Although the home office of
a chain is normally not a 

provider in itself, it may furnish to the individual provider, central 

administration or other services suchas centralized accounting, 

purchasing, personnel, or management services. Only the home office's 

actual cost of providing such services is includable in the provider's 

allowable costs under the program. Any services provided by the home 

office whichare included in cost as payments to an outside provider will 

be considered a duplicationof costs and not be allowed. 
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